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Property that qualifies for transitional relief from the amend-
ments relating to the rehabilitation tax credit is also excepted from
the depreciation changes made by section 201 of the Act.

Revenue Effect

This provision is estimated to increase fiscal year budget receipts
by $43 million in 1987, $165 million in 1988, $581 million in 1989,
$1,371 million in 1990, and $1,779 million in 1991.

9. Tax credit for low-income rental housing (sec. 252 of the Act
and sec. 42 of the Code)!

Prior Law

No low-income rental housing tax credit was provided under
rior law, but other tax incentives for low-income housing were
available. These tax incentives consisted principally of special ac-
celerated depreciation, five-year amortization of rehabilitation ex-
penses, expensing of construction period interest and taxes, and
tax-exempt bond financing for multifamily residential rental prop-

erty.
Reasons for Change

Congress was concerned that the tax preferences for low-income
rental housing available under prior law were not effective in pro-
viding affordable housing for low-income individuals. Congress be-
lieved a more efficient mechanism for encouraging the production
of low-income rental housing could be provided through the low-
income rental housing tax credit.

The primary tax preferences provided for low-income housing
under prior law were tax-exempt bond financing, accelerated cost
_ recovery deductions, five-year amortization of rehabilitation ex-
penditures, and special deductions for construction period interest
and taxes. These preferences operated in an uncoordinated
manner, resulted in subsidies unrelated to the number of low-
income individuals served, and failed to guarantee that affordable
hgilsing would be provided to the most needy low-income individ-
uals. :

A major shortcoming of the prior-law tax subsidies was that,
beyond a minimum threshold requirement of low-income housing
units that were required to be served, the degree of subsidy was not
directly linked to the number of units serving low-income persons.
As a result, there was no incentive to provide low-income units
beyond the minimum required. Under the tax credit, however, the
amount of the low-income housing tax credit which an owner may
receive is directly related to the number of rental units made avail-
able to low-income individuals. By providing tax credits which are
based on the number of units serving low-income persons, an incen-

! For legislative background of the provision, see: H.R. 3838, as reported by the. Senate Com-
mittee on Finance on May 29, 1986, sec. 1413; S.Rep. 99-313, pp. 757-168; Senate floor amend-
ment, 132 Cong. Rec. S8146-8158 (June 23, 1986); and H.Rep. 99-841, Vol. I (September 18, 1986),
pp. 85-103 (Conference Report).
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tive exists to provide a greater number of housing units for more
low-income individuals.

Another weakness of the Federal tax subsidies available under
prior law was that they were not targeted to persons of truly low-
income. For example, a study by the General Accounting Office?
(GAO) of tax-exempt bond financed residential rental projects
found that above-average income renters could qualify under prior
law as “low” or “moderate”’ income for two reasons. First, persons
with incomes as high as 80 percent of area median income were eli-
gible to occupy units reserved for low- and moderate-income ten-
ants. This income ceiling was relatively high, particularly when
compared with the median income of renters. Second, the Treasury
Department did not require household incomes to be adjusted for
family size until after 1985. Congress believed that the low-income
housing tax credit (as well as tax-exempt bond financing for low-
income housing, discussed in Title XIII) should be provided only for
households with incomes not exceeding 50 percent or 60 percent of
area median income. Congress further believed that these income
limits should be adjusted for family size. These provisions better
target affordable housing to those persons most in need of assist-
ance.

Another shortcoming of the tax subsidies under prior law was
that none limited the rents that could be charged to low-income in-
dividuals. The same GAO study found, for example, that while 96
percent of individuals with incomes over 80 percent of area median
income (the prior-law ceiling on “low” or “moderate” income) paid
rents of less than 80 percent of their income, only 37 percent of in-
dividuals with incomes below 80 percent of area median paid rents
of less than 30 percent of their income. The low-income housing tax
credit limits the rent that may be charged to a low-income tenant,
and therefore ensures that the subsidized housing is affordable to
low-income individuals. In return for providing housing at reduced
rents, owners of rental housing receive a tax credit designed to
compensate them for the rent reduction.

Congress believed that the low-income housing tax credit (and
tax-exempt bonds, as retargeted) will more effectively serve both
low-income individuals and owners willing to provide affordable
low-income housing than the multiple, uncoordinated tax prefer-
ences for low-income housing under prior law.

Explanation of Provisions

Overview

The Act provides a tax credit that may be claimed by owners of
residential rental property used for low-income housing. The credit
is claimed annually, generally for a period of ten years. New con-
struction and rehabilitation expenditures for low-income housing
projects placed in service in 1987 are eligible for a maximum nine
percent credit, paid annually for ten years. The acquisition cost of
existing projects and the cost of newly constructed projects receiv-

2 United States General Accounting Office, Report to the Chairman, Joint Committee on Tax-
ation, Rental Housing: Costs and Benefits of Financing with Tax-Exempt Bonds (GAO/RCED-86-

2), February 1986.
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